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~~ V A- STUDY INTO 'THE ORIGINS- AND, NATURE ~;

t OF PERFORMACE. AND P ROGRAM BUDGETING

by.

Ix4. Lietej Tilljani M. Weisskopf
Liuteant Commander , Supply- Corps, United. States Navy

C. e3frifmace budgeting has been a by-wor-d within, the'Department..of

Defense-for over ten years.. it -was pr~opose6d as a means of finding

out what was, done with the money expended- for militAry .Programbsi

Thie -programn budget is now being introduced, in order to achieVe this .

same purpoe This studyr sought to -define both- of these, terms -as,
e 'pose

-they relate- to military budgeting. In the course .of'this, study,

the mhajor proposals for program or .Perfonnance budgeting were re-

viewed. 'The program 'budget Was found- to-be a, meaningful and useful.-

concept.* The pe-rfoxtance bud get did not mee6t eihroftee1r-4

ter~ia, nor was, At subject to ,an exact definition.,
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THE PROPL X'ANDM r C RIGIS

Sinoew the. conclusion ofWrld War 1U, the .eoo, of thnds F
-iLpended fodrNational Defense has become, a- major concern to the

IAaia -People, tnhe present srpwith defense, speniding, rising,
to, over 5 Billion dollars each year ah ithdo pedigts

muoney receives increased, attention. This attention, has' given in-.

-pe6tus to- A wide range 0± proposls for -budgetary reforma~ thea.

I proposal. are usually'referred to as either-performance or program

type, budgeting. The- terms have, been used- interchangby by some, J

s aithoks, giving ,rise-to a certain, amnount of confusiai ii regard

to their-true meaning.

-THE PRQBLm

IStatement of the problem It was- the purpose of this study
to enquire% into th rgns of tbi3 terms performnche andpoga

budgeting in order to determine if -the two concepts possess A sep.

arate and discernible idenitity. In the course of the study, the

muajor pr-oposals for progaii or performance, budgeting were reviewed -I -in an attempt to present a universal definition of tewoeris.

Importance- of the study. 'Performance budgeting ha. been

used ,in 'defense #pending, for, the past -fifteen, yeas ltough h

f I,



terim-hMs been give#,mx;h4,pibcty it i ifficul t to find tw

authors: 1dho agree on. an exact interpretation of what the term ao-

tuiklly means. The jprogram budget was introduced, into the6bWdget

cycl infiscl yar 163.The importance, of this type of budgetg

was attested, to by Mr. Bell, in a re~cent stateme6nt beforeaCo e- -s

sional *ub-comumittee. ~
So far as military jplanning and budgeting, are concerned,. we

believe that, this, -(program-package) v4ill represent a consider- f
able,.step,,forward over '.the, older,'method of girouping expenitureo

by sevice Army, -Navy, Air- Force)-, aid aepediture. categr *

(personnel, procurement, researchan development et..

'Since program ,budgeting has become anitga~ar.of -defense,{
't'snecessaryththe,

between, the two tyVpes, of 'budgeting, performance and pogam

,~II DEFINTION, OF TEM-4USED:~

'I''the b4U for, this stidy vasarevieO of 'the- various.,defini-

tions 'or Iprathat: have been appliedI to ,performance and program F

4cid~in.ipordingl t, ntpqssibe topreseint, a-,dfiiton

of theta, term, at this point in- the~su f~o-h6mir-~i

4 1< usAed in' his -Otuidy are 'defined below:

[Apprpriation. Apropriation'has been defined ,as a statutory

ai~tbriaa io o mike paymes out of the,. Treasury, for specified,

1Statemn fDvdE Bel.l,, Dirbctor, of the, 'Bureau -of the,
Budget, before the Subciiittee on Ntional Polc31 cinr6o
the'Senat Coimittee on Gove*rhient Opeiitidnsa, July 2,161.

2'



F --purpses.The stAtutor definition o6f'.he, ti 4pern 14 A ei 16

lation-includes funds, authorization to creaeolgto.p o-I

trc~lAaneo-sWoiai , day ato~. T2k funds -I

Apportionment. -An apportionment a ,&distribution-by the
Bureau ot'the 'Budget of-amounts.vial for obligation, or expend.,

iture it, an appropriation into anmu available for specified timde

4: periods, activities, functions, projects, objects, -or combinations

Ithereof. 'the amounts so apportioned liiitthe obligations 'to .be

_________n AAllocation is, the subdivision of apportioned

funds to the iobhead-level. The only subdivIsion of fundsbeoths

level, ares allomients or -alltmnso-

Alomi An al6tment -is an authorization. between, heads

orloee of an agency to incur obligatin

wiithini a speofid. amounit pursuant to.an appropriation or other

A'

Sodection 21 of. the- Bureaui of the Budget 0firculab No. -A-i34

-' - :4sia. 1V, DbOD Diretive 7200.1 '(Aug.:8 lp)



Ob''gaid., blia~oi2,-a e,.iiibmis, k-O 6placed,- -con.-

tracta- awarded, ,servicei received, -and -similar tjransactionsdrig

give#- pe8,riod requiring the, disbursement; of money. Such dmurtsin- f<
61tde.-disburseikents, not ,Preceded byr the ecording of, obligations and

reflect adjuqtmnt's,-fordi-fferences between :obligations. and- actualf

KI -disbursementsi f b eoe 4 re

ofthe e -otthis chapter V i bCdebtd- aber fo

t taine the ba6kpound, and development of performance ania 'roga

budgetihg. Inj, :.addition, it -contains a review of'the more significan NK
* -proposals for, ~zpoved budgeting. hethird arAd, final chapter suma-

marizedthe sialient characteristics of the -two concepts -and presents

~ -~ ome roposal# elatng -to, their true- naatur~e.

;VHISTORICAL DEVELOPNEN OF BUDGETING

- ~rdeta i~ govrnmen hav had aistor that is quite simil.ar

to the development of the politica institutions Uhich they support..

'The- modern concept of a fied, amount of 'funding that -is controlled
by, the repro tentativesa of the p6eopeh it or'ig it h2h

artil ofte *gna CAxta, whic stated:

44
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'No, scutage or aid, shal beipoe ntekgdm nls.y
comon-loimeil of the realm, except for the purpose .of ransom-.
ing, the King' s, person, zaling, hisfirst--bor'n sfion a knight, 4ad
marrvng hi edst dauog'ter onpce,, and, the aids for'this purpoae 1 -
811811 be reasonable in 'amount.

this interest or c6brol over revenues-was later extended to the

t1purpose for which the revenuier were use. After, the revolution ,of1' 16688, the Parliment- declared' it ascondency by reserving the right-'

to. authorize 41l expenditures iiade -by the'Orown. The English budg-

etary proces -was still in 'the -proc ess of -evolution at the -time of

the American revolution: There-was no accepteidfritish -practice-

Li' -Lwhich crdiild be emulated by the- -framers of the Constitution.,
the Constitution does follow the Enaglish precedent that, -all

revenue, measuries must. origibate in the lower hdo.ei Beyond this,

- -it merely states that'"No money shall be drawnh from the titeasuryi

-but in donsequk~ice -of appropriations made by law;, and a regular(

statemient: and- a" count of the keceipts, and expenditures of all,-

pubicmony ~i~3.bepublished- from -tie to, timie". 7  Durin the

earl fo~a~ive yersthe strng e xecutive -leadership -taken byj

Alexander Hsolton inh his, role as 'Secretary of the Treasury was,

the' prime force- in developing, a-budget-process. *nry James Ford

h&the follwing to syabu the pOeriod: -

Cfe.ontitution of-the United States Article I, Sect, 9.

7 7
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In the ,-begining al the branches of koverniit were6 bunched-
itogether intheir quarters so that the intercours-e was ready and

easyvi1hou foral pragqeo4,bd, and befnotices of the direct
presence of-cabinet officals appearing in the records give an t

adequate-notion of t1he real extent- of the intimacy. It was byj{ direct, wesn~i adrnistrative initiative thatgoeMIet' was
set. in operation. Only by such agec cbuld the-fininces ba*s
'receivedlthe radical -treatment -ay-which,,Hamilton almost ,at a
stroke, lIfted the, nation out of bankruptcy,, established, its cred-
it anid secured its revenuesi.. His personal initiative transcended
even the function of an-English Chancellor-of the Exchequer oan

.')which, it *as, distinctly moalleg,, for he had noo6ther compatjparty -on which he could depend.0

This, personal -typo, of financial management continued until,

1802.j Thwing -this. period, the Lower House considered ,appropriation -

actsas om.ttee, of the whole. In -1802,9 the Houseeestiblished a-

.,pmnn e On W4ays and, Means. This- marked the end of per- I
sonal executive directionof Congressional Aporain.In fact, -

friction. dev# oped. between, the Admini-1stration and Congress to a

1<~ oint whereill,:coiuunication'becamie formal. TheCongres exercised,

4a . +.A'd iled interest in appropriation, matterst in ,order to curb exec-.

iitive, discretion'9 TheCongress enacted a series of laws that were

f desikaed ~to strengthen its, control oVer fiscal affairs.

(Ne 8Hnry James Fords~ Bu'tMk and th. r ofGvrnet

'heAahu Novmbr,____ed.
p ut. r.eseIoerotBdeI&'NwYr: onWly Sn' 19O 96.
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An act passed in 1809 ,required that -officeris wtho receive pu~blic

funds account, for, them in accordance. with the appropriationes, and

'Ito apply them, soel to the purpose for vhich they wiere. appropriatede

Other acts, passed~ i 817 and 1823 set limits on claim against. the

govermmt, azdprohibited unauthorized diLsbudrseentof goverrazent

-j F~Yom 1802 urtil 186S the House- Ways and means committee

dominated, and' controlled the-spending ad-revenue measures of the

Government. the position -of, the Secretary of the. Treasury becm

tha of a ,clerk who classified expenditures, and tramaitted them- to
the Congress. He had~no interest in the size and purpose of the

tfunds being requested. 'The remainder of the President's cabinet

r had a ,similarrdisinterest in financial planning. It was left to,£I the Ways a has Cozmittee to- act, as the~ eve agencyfoal
tie Ca i n ,,yr v e r9 b , n

in 18, eparate ,House Appropriatiions Comittee was es-

*tablshqdI ahd,;I.this ended the period of unity that had prevailed

during the frt75'yeare of federal financial operations. By 1885 "t

there were,,eight different appropriation committeest in the House,,

e~ach with thepower to-recoiinend the expenditure of public funds*

I 1 Act of March-,3, 1909 (2Stat. -535).
"83 lAct of March 3, 1817 03 Stat. 366) and Act, of Jan. 31,

-1823(0 Stt 72,3,).'

77 717,IT



t x
FThis resulted in the, rapid erosion o-f fiscal controls'. The periodf

from .1880-untal 1909' wasi characterized as one of extreme laoity in

f ederal'spending., It, was, a period in which the, major financial

problem facad, by the'Congrss, was the annual disposal of, the large

surplus accuiulated by the tarif f 2

f 'The failure of Congress to-exercise its responsibility created,

a similar indifference within the Executive branch. 'The spending

plans of the executive departments. bore little resemblence. to the

appropriations enacted 'by the Congress. this situation was aptly

derscribed by-Wilmerding:
The depa tiuents governed their expenditures by'the amount's of ~

the estimtes rather than, by the amounts of the grants. It in
any case, less were granted thaniias, estimated, the department or
bureau affected, Iistead of revising its plans for the coming
year to bting thdm' within the financial limits of "the reducedd F
appropriai*on, continued them without change in perfect confidence
that -Congress, would appropriate supplementary sus when they wee
reques"$4*ather than stop' the service.1.3

The passage 4C. the Anti-Deficiency Act in 1875 had little if any

-effect on thq#e exceisses. This act. prohibited any officer or- eja-

j ployee of thi government from making or authorizing an expenditure

or obligation, under any appropriation or, fund in excess of the a-

{ mount available- therein or in advance of an appropriation,. unless

the contract or- obligation was, authorized byliaw,14'

X2jesse Burkhead,, Governhment Budgeting, (New Yorks JohnI Wiley & Sons, Inc, l,%6) p. -2.' P er

Luius Wilmrding, Jr., TheSpnigPwr(NwHv:
Yale University Press, 1943) p. WoNo.avn

~Rvised-Stat. 3679(a) (187),1US..6%()3$2'



The Congress did occasionally take action to, ,preVeht deficiencies

but-this action-had little success. Themovement for budgetary re"

• form. did'not receive much attention until the administration of

IPresident Taft.

In 1909, the Congress began to recognize the ne~d for a sem-

blance of coordination between revenue and expehditure. The Suidry

Civil Appropriations Act. of that year required that the Secretary of.
[ the Treasury s.hould imediately inform the Congress whn expenditures i

L expeded -reve'n es. In addition, he was to advise the Congress on the

manner in wlph expenditures could be reduced or revenues raised to o

!such levels Vi at would eliinte the deficit. AIthough 'this measure ;

had little ef et, it did mark the begining of the end for the fis-
i Cal chaos that had,,chatac~erizd,federal spending, during the preded-

President Taft appointed a Comnission on Economy and Effi-

ciency, in 1910 that- spent-.two years analyzing the budget in terms

of an annual financial program. It also reviewed the organization

nd, complete operation of the federal government. The Commissions

report envisioned a multiple purpose budget. They recommended that

the budget be a document for Congressional action, an instrument of

control and-management by the Chief Executive, and a basis for the

administration of the departments. Unfortunately, the Congress for

various political reasons was in no mood to accept the recumenda-,

tlions&-of the comittee. Dispite this fact# the work of this comit-

tee did contribute- to the pressure for budgetary reform which



eventually -resulted, in the passage, of the, Budget anid'Accouinting Act,

of 1921.

- The establishmient of, the national budget in 1921 may, be, viewd

as the- transition from a, Congressional budget, to, an Executive budget.

It also marked the, begining of attemp~ts- to ihtrodiice buisines's like,

financial methods into the governmuent and was seen by at least -one

the, establihmfent 'of the Bureau of the Budget, and the preparation

eoxAOcive -budget. were #~por-tant milestones- in, the conitol of

feea spending. td ddnohwer.'cause, any great change in

thebaicappropriation structuees. Federal spending continued to

j be in term of, objects bought for the, next 30 years in much -the same

t way -as it had been since the, days of'AlexAndlet Hamilton* It was not

until the, appointment of the- first Ho6*er Com sbion in 19)47thAt

people 'Within the ,federal-governmenit started thinking in terms of a

revised approp,#atioh structure. The Commission recommended in its

- 949,-repot lbt the whole budgeary concept of the federal govern-.

zent should betjefashioned by~ the adaption of a budget based upon

-functions,. qct'kties, and .projects.

4M.ItohRossiter, The American Presidwxyj. (New York:
Harcourt, 'Brace, A 1o,9%3p 7 =, t i-s -anextrm view and

* -w~ldcerailyreceive an agrumn from eachPresident since 1921.

i~domisson Oxignzation -of the Executive Branch of the,
GovrnmntBudgeting and, Accountig, 'Washingte 1949# p9.8.

1.0



Th.ter gpplied -to -this type of budlgotiqg, ias performanb6." This,
reomuendation marks the .begidin o htasbeen desciibed as -
'perforiiance buidgeli idthelfdral governmnit..

II



CHAPTER nI

1~V REVIEW OF -THE LITERATURE

1' there has been a considerable. -amount of writing devoted to

performance and program budgeting. This writing, is convenientlyIfdivided into two6 broad, categories. First there, is the history of,

the development of actual pe'rformance or program applications in

budgeting. The second category concerns the theoretical develop-
IiI

ment of proposals for "ttrue"f performance or program budgets. This,

suary will. engage but a few -of these applications and proposals.

t tthey wr rdtobe the most imotn and, the most re-

TH4 DEVELOPMNT OF PERFCRMANCES BUDGETING

The ter#4 performanceO must have some recognizable and defin-

itive features- if it is to be-used in describing a type of budget.

in.Although j1'e purpose of this study was to define pertormnance,Sa ,pointL of depa~kure had to be established in order to recognize the4

vaxiou frmsofperformance budgetinge Jesse Burkhead ,wrote that

nverormhcebudgeting, can -be muost appropriately associated with a

b ct~ lassificaltion, that emphasizes the things which a government

t does, -rather, than the thingswihagvrnn buys. Performance

budgein shft the .emphasis from the means of accomplishment to '

the acc66omplisbment itself. 4 " .,l

*"-Jesse Murkchead, Government _______ ci.,-e11

12-- - - - - - - - -- - -- - - - - -.
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1~ -The- first, attexpt to construct ,a performance type budgetwas

S jattributed, by ,A. E. Buckc to the Borough~ of Richmond, New -york, City,

ithe -years, 1913..91S. ah type of budgeting was then ,Imown-as

a cost-data budgt fh e ork Bt~reai of Municipal, Research

assi'sted the ,Borough of Ricihmond in, establishing, a detailed ciassi-

fication -system, for three public works fi ons,'., tree clan

ing, sewekage, -and. street 'maintenance. 'These functions were, each

Iidivided, into ten sitbfundtions that' were termed work classifications.

Physical units of measure, such as miles of street to. bem inne

Were presented in the, budget docukent along wiith, unit -costs, and a

distribution of outlays by, the, various objec s of expenditures for,

eah tub ention. It is-,not difficult to'understand'1h this pro-

cedure was abandoned two- years after Its inception.

There were other attempt tonsrc cost- data budgets

'during 'the, Thiries 'and Forties at both the federal and local levels

og government. Zi:Of these., the most notable were-Rcmn Virginia,

'4and the TVA. , Mr Buck's work on the Hoover Commission seemns to have

'been insttumeni4 in introducink the-concept to Washington in 1Wh.

Howievq;r there *re' a- number of Agenci.es thinking along these same

A.E. _Buck, "Performance Budgeting for the Federal Governent"'

TaJCRview,'Jul, l, 13



I A. grbupwithi the Navy Departrment had conbtrticted the,-fiscal ya

L 91s8 budget, in appropriation form and also on ,A program basis., It

Iwas this, grqoup tliat, brougit, the idea to the attention ofM.Hoovr,3

-The- report of the Hoover Comiss ion led, to ,the, adoption, in

2i4Oo;,Pectionh14o3 of Title IVAPublic 4w, 216. this, Act introduced

jIperformance budgeting into the, Departnient -1: Defense. .It prescribed

that budget esqtimates be prepared, 'presented, and Justified and-pro-

$gramis -be administered "in such formad manner as the.Secretary -of,

Defense... .may Oetetrm~xee..and on a performance basis; and that they

be set forth in areadily comparable form." "The vagueness of these

wiords requires that a distinction be made between the concept of per-i

or A budgeting-and the practice.

In-spite of the apparent simplicity of thetconcept and in spite
of the, modification in budgetary classifications and appropriation,
-'there, is, ptill much question as to vhether these departments in.

L fact have 'perfonmtance Wbdgets.'4

If there were ,any one point upon which -most authors in this field

,a agee, it is .hat there is .no precise definitioni for a performance

budget. It has, been-given meaning by, -different groups, according to,

Fhrederick C'. Mo6sher, Pro O'am Budgeting, (Chicago: PublicI AdAinistration, Service 9i
thei own position.P I;

' 1 Ibd. p. 80.

14
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Political ecomists and- legislators think of perforiance budgeting:
• -;at- a. reduction. in- thei variety' of appropriations. A, means, to sire- [

p~ify and ciarify-the reiew, of -expenditures by the costing of Spea i

Cifio programs* Members Iof the Executive departments visuali" a it

as a means of obtaining greater flexibility and freedom in their

decision making, They also expect that a performance budget, will

afford. greater control and accountability over their subordinates.

To the operator, a performance budget might mean a single source of
r!

fnds based upon performance of a given function and a considerable

amount of latitude in the attainment of this objective. Finally,

the accountant equates performance budgetingwith accrual account.

ing, separation of capital from operating expenditures -cost centers

with, measurable performance, revolving funds, and a whole-host of

other accounting refinements.

It was for these reasons that the budgets which were intro-

duced into th4 armed forces in, the early 1950i a were not performance

budgets. 'The name was applied to budgetary reforms that were then

absolutely esdsential to prevent the accounting structure from fall-

I -ing aparti, -The Navy reduced the number of ,its appropriations from

1.§8 ,to 21 titles. The Army from 21 to 8, and the new Air Forces

system used bt, 9. However, the appropriation titles bore little

resemblence to the functions, activites, and projects recomnended

by-the Hover' Commission. Each appropriation funded what might be

described as a program but there, was no-basis within the program for

I'.

f .5

I - >

, , , , , , , , , , , , , , , , , , , , , , , , , , , , , , , , ,
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C',

the measure of accomplishmen i in each case, the end product or zize

of the program ,had more relation to the amount 'of money appropriated

-than it did to the manner in which the ,program objective Was-attained.

The introduction of the program package in the fiscal 1963 budget did,

not address itself to this problem, since here again the measuremeht
criteria is lacking. This subject will be explored in greater detail

in a later section.

T H NAVY iPLWENTATION OF PEFORMANCE BUDGETING

Following the recommendation, of the Hoover Com nssion and the

-enactment of Title IV of the National Security Act Amendments of 1949j,

. the President requested the services to submit their" 1951 budgets

-along performance lines. Each of the services was given considerable

lattuein, determing how. they -would reshape their appropriation
{

structure. 'The Nav implementation will be outlined in some detail

but the general pattern, of events is moreoor less, applicable to the

'Other two aery4.des,

-The, Nay had been facing a financial nightmare for a number

of years. At ihe close of World War II, it received its money in

61 different appropriations. This number was reduced in successive

,years through, 1950tbo 48, a number that -still posed. severe adminis-

-trative problems for the Navy' s Bureau structure. These 48 appro-

-priations:were managed by twelve Bureau and Offices including the

#Marne Corps. Navy Department pamphlet- published in 1950 gave

, 4- ' 16
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the following Wo deficiencies in the then current .structure: -

First, Appropriation requests in the, past have riot been form-i
ulated along program or functional lines. Consequehtly, no
bureau or Officein the Department maintains accounts on a basis
which shows the cost'of conducting such important naval :programse.
as maintenance and, operation ,of the fleet, medical care, and so
on. Programs of this, nature are presently financed through nu-
merous appropriations. With the establishment of the Department.
of Defense. the necessity of budgeting and accounting for funds.
on a-program basis became increasingly apparenti inasmuch-as

t'budget determinations at various levels are made on-the -basis of
programs rather than of the bureau or office which will do. the
work or of the particular ,objects Of -expenditure involved.

'The secqnd weakness in the present structure rests in tho, fact
that fiscal responsibilityis diffused, with the result that i -
ternal mangedaeht is unduly complicated. No one theory appears
to have been followed consistently in the evolution of the appro-
priation.* cture Consequent ly appropriations;based on broad
functionsa4re intermingled both with appropriations ,based upon-
object cl,'sifications , such as transportation, and with appro-
priations,0'ased upon organizational concepts. In many instances!i ' ,. s'Lingle . f~e d,.,-acti-vities: arenow financed by nubmerous;.... appropriations,

.with .the sul that no sigle bureau or office of the department-
can exerc4se complete financial control over a field activity
under itsiqognizance, nor can a single bureau or office render
promptly complete accounting of costs incurred. 5 -,

The major, emphasis in the fore-goingwas placed on the formulation

-of programs that- wouldpertit the bureaus to ex4rcise management

-d~ntro. 'Whie the first paragraph, talks about important naval pro-
grams, it should be noted that the programs themselves took the form

:of the program for which a, prticular bureau was responsiblei Thus

the cost of fleet maintenance and operation was a program adminis- -

tered by -theBureau of'Ships. The cost of manning these same ships

'Department of the Navy, "Concept of the, N ' 91
Performance budket "Office of Budgets and Reports (February 195Q),

17'
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was a separate program administered by the Bureau: of bNaval Personnel.

Medical care was' administered' by the Bureau of Medicineand Surgery 

but the staffing of' military personnel was again funded by BUPERS.

The 'performance budget that the Navy implemented Was developed along,

-program lines that reflected. the organization of its bureaus and

offices. In this respect, it met the criteria of a budget that rel $

vealed functions but it is extremely doubtful that this budget rep-

resented activity costs. Personnel costs, represent .,of the mil-

itary budget. To exclude them from activity costs distorts both

budgeting and management. ; i
The Navy's position with regard to program foriulation stip-

• ulated broad ,rograms that could be used for evaluation and compar-

j ison at the' D;ense level. To implement this within the existing,

c bureau strucre, the Navy "(and the Army and Air Force) ha d to

fragaent its 't..'operating and capital programs. 'The semantic diff-

' iculty in the termprograming was here apparent. The program

* could mean ,te end product that was being purchased or it could mean

'a function that was contributing to the achievement of the end pro-

ducti
+1

In the first case, a defense program would consist of all

that was required to operate a segment of the operating forces, for

exdple, the cost of Anti-Submarine Warfare This type. of program,

would include the developm~ent, acquistion, and operation of all of

'the factois involved in ASW.. This program would clearly show what

is
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f - waS .being procured with the money expended. In the latter case,

Ithe functional program alligned itself with the contribution that
each of the technical bureaus madeto the end product-.i Unfortu-

nately, - each- type, of program answered -the question -.What is ,being

done, with the money? in one case, it bought types of warfare, in

the other it bought personnel, operation, maintenance, and capital

equipment.

The Navy placed great emphasis on its programs showing what
tk

was being done with the money expended, but it never really faced

uP to. the true .intent of this,statement. The ,nature-of its bureaus

.prevented a budget structure -based upon and products because the

bureaus themselves were contributors to end products. Each tech-

nical bureau w s responsible (and still is) for providing certain

types of suppq:t to the operating forces. 'No single bureauhad

total responslility for any one end product. It was therefore im-

I-possible-to c struct a budget that showed end- products and still

maintain thebureau administrative structure as the vehicle of its

implemenitationt. '

The, conclusions to be reached from this brief summar of the

histo ry 6f performance budgeting is that there has been much sell-

ing of the term but Very little implementation of the practice.

'It 1s strange that a, Concept like -this should have such wide spread

acceptance and so little compliance. Perhaps it is the very-nature

Iof the concept itself. Is the perfomance of a defense activity or

19, 19 -
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any government activity measureable? it is possible to -have a true

r perfoahce budget? The answers to these questions are implicit in

at definition-of perfoirmance budgeting and' shoudl be resolved in- the

course of this study.

THE VARIOUS PROPOSALS FOR PERFORMANCE AND PROGRAM BUDGETING

The story has been told in Washington that Former President

Hoover himself' invented the term "performance budget" to lend sales -

appeal to a different and improved-method of federal budgeting.6

.hether fact or fancy, it remains true that the idea generated a

host of worthyreforms in federal spending. The Hoover Commission

f itself was excedingly vague when it attempted to define its major

recommendations. Buck statedthe following in the 'Task Force Report:

A program or performance budget should be substituted for theI present budget, thus presenting in a document of much briefer
compass the Government's expenditure requirements- in terms -of
services, activities, and work projects rather than in terms of-

things bought. 7  -{ ,. Buck used the terms program and. performance interchangebly in-

this explanation taking no effort to distinguish between a program

-and 'its subsequent performancd. The illustratins of programs given

,in the, Task Force Report did not,.clari y this point. They were

6osher, Ci., p. -78.
7 Task Force Report, Fiscal, Budgeting, and Accounting

ActivitiesWashington, 1949, p. 43.
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quite broad and 'are actually examples of simplifying and reducing the

appropriation Structure in order to improve Congressional review.

In order to find, the origin of the performance concept, it is

necessary to look at the movement for "efficiency and economy,, in,

go vernment. This"movement was stimulated by the transfer of economic

marginalism, which Was in great repute at the turn of the Century,

towards the subject of government. This school of thought was given

the rathezr dubious title -of Welfare Economics. The application of

efficiency to budgeting was an outgrowth,of the use of the term in

Welfare Economics. The major contention was that the cost of an ob-

j~ct could be equated to the amount of government service that could

be provided by the ObjeCt. The following quotation illustrates, this

point:

I Expenditure should be distributed between battleships and poor
Frelief in such wise that theiJast shilling devoted to each of

them yields that same return of satisfaction...-This method of
approach uggests an analogous test for determing how large gov-Geimmin't exnditures in the aggregate ought to be . If a conimu-nity weregliterally a unitary being,, with government as a brain,
expenditui4 should be pushed in all directions up to the point'
at which' "e satisfaction obtained from the,last shilling expen-
ded is ei*l to sthe atisfaction lost in 'espect of the last

"shilling 'alled up on government service.

&o , C. Pigou, A S ud bic Finance, (London: MacMillian

!4-
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The extension of Welfare 'Economics- into the field of budget-

ing is evident in the work of Herbert A. Simon. 9 Simon drew a paral-

lel between private industry and government in the attainment.of ef-;I ficency. To replace-' the profit factor of industry as the criterion

for efficency, he suggested that government must substitute the ob-F jectives of the activity being appraised. These objectives would.

be measured for the degree of attainment ty the construction of int.

dicies. Ah index might be any measurement that indicates the effect

of an activity.in accomnlihing its final objective. This index is

just an attempt to replace profit With some other yardstick. Natu-

rally the definition-Of objectives is quite difficult when dealing

j with the services rendered by government but Simon insisted that it

could be done. In fact 'he said that it was done in every admini-

.' stration. He 'did not, however, point out that this was a subjective

evaluation madeby the administrator.

The attainment of the activities objectives is always a matter

of degree.' This degree of attainment is seldom considered in the

formulation of policy and the administration of funds. Simon's use

-of ffic:ehY in administration would consider this factor. It would.

-also deterine the choice between, alternate objective. Efficiency

1 dicates that the choice be that which produces the largest result

9This Section- is drawn from Simonts chapter on efficiency.
See Herbert A-. Simon, Administrative Behavior, (New York: Macillian
Company, 1947), pp. 172-197.
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I
1 ' for the given application of resources.

Underlying this entire concept of efficiency in Public admin-

istration was Simon's proposal for budgeting. He would have two com-

prehensive budgets, an annual budget, and a long term budget. The

long term budget would be made up of several parts. First, there

would be long term estimates of trends in problem magnitude for the

various departments, eg., mileage of streets which must-be kept
clean,, 'population to be served by libraries- etc. There would be

long term estimates of 6ervice adequacy. This entails the level of'

service that-is to be afforded to the citizen. These two estimates

would then be combined into a long range work projection showing

work units for the services to be rendered and the facilities to be

constructed to achieve this program. The last part of the long range

budget would be the financial program that relates the work program

to the fiscal esources of the community. The annual budget is mere-

ly a segnent og the long term budget. The approval of the former by

'the legislature- would also constitute approval of the annual budget.

It is difficult to classify Simon's proposal as a performance

F type budget since its salient features are long term programs. How-

ever it does result in a work program composed of performance units

and in chat context may be looked upon as --a performance budget.

Since it was first proposed in 1938, it may be viewed as the fore-,
i rnner of ihany of the more recent 'roposals for program'budgets.

%,.1,er'e isa -certain amount of similarity between Simon's long rangeV . j rr o an ymef pt



budget aind the: pr 6gram package, of Hitch.

1.Before leaving Simnon, .a few words should be addressed to 'his.

idea of functionalization as related to organization. This WiM- be,

seen as- a -major problem in both -program and-- performance budgeting.

To have effective fundtiondlization- according to Simon, the tech-

nology of the organization must be such that the work of -the..agency

can be broken into- distinct portions, each of which contribute to

but -ore subsidiary objective. If this type, of functionaliz.ation isa

tunrealistic, if it doeg not represent the 'true _organization, it will

I lead to. deteriorattion in the quality of deoliaions:

t -TFor in this case-the Val':,-s which are .affected by the unit's
activities, but which '-re not comprehended-in-the statement of 4
the-organizatiohm. objectives, will be neglected in the decision

zaki-n- 10
M pf- lXoacss

Thus Simon reached a conclusion -that ,has been painfully learned by

miany Accountahts, cotptrollers, and management theorists. Organi-

* zation must. follow function and' not -vice Versa,

-Following Sio chronologically were'the reforms i ugtr

prepairation ~atter World War II. Therewere the revisions prompted by. -

the nzecessity.!o6 streamline, the -hopelessly entangled appropriation

K stuctue. Amentioned before, -the movement originated-in several'

sectors of governmont, 'Notably the ,Navy Department and the Bureau

o6f.U thBudget-and cuiaiinated in the recommendations- of theHoover

1 0Ibid., p. 191.
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ssion. The next proposal for a "true" performance -budget was

made by Frederick C. Nosher in 1954. l

t " Mosher surveyed the new military perfotance budget6 ,and

.eached the conclusion that they were basically groupings of the,.

cost of' supporting elements rather than of the operating elements.

He held that a true performance budget should answer such questions

-as the following:,

The program and the cost of combat operations; active defense

of ,the United States; other operations and maintenance; and build-up

for the future.

The program and cost of the basic components of air power -

strategic, tactical, air defense, and air transport.

The programs and costs for divisions ,of the Army, The cost

of b-Vilding a division and the cost of maintaining a division.

The program and cost of training for all major -military ,

programs.

I The program and amounts of procurement for mobilization re-

serve,

The-true costs of our various actual and proposed programs for

sUpporting ourt allies .around the globe.

To 'solve this riddle of program vs. 'performance, Mosher proposed

-.Thisnext section is based upon Mosher, 2_:. ., pp. 230-249.

2 
'5



two different budget systems. One would be designed for the develop-

ment, appraisal, and approval of future policies and programs at top

levels. - The other would facilitate internal programming', management,

and control. He-called the first type a program budget and the latter

an administrative budget. " The program budget would be designed tb

{provide precise information to top management for review and decision
making. The programs would be presented in terms of costs and their

classification would be based upon the mission of the respective de-

partments, not the categories -of cost of the items themselves. The
+.1

definition of this program budget is an +exPression of costs in terms

of things to be done rather than of things to be bought. Mosher's

primary program classification for the Army would-include:

Combat Operations (if aiy)

Overseas -Non-combat operations
I

Active Defense of the United States

' Operations and Support of Active Forces in the United States

Traini4$

- Mobili~ation Reserve

Researq and Development
+ +C~'onstrtiction "

+services (not directly allocable)

These broad programs would be subclassified into their most "mean-

ingful elements". The budget would also be supported with other

data such as size, type, and readiness of forces; projected require-

ments of key . items of equipent, and projected personnel strength.

26
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All, such estimates would be over all round numbers. guesstinates.

Dollar detail for budgets that range in the billions are unnecessary,

[ confusing, and suggstive of a non existent degree of accuracy

according to Mosher,

The preparation of this type of budget would be at the planning

tlevel. Budget and planning for the program budget would be integrated.

To accomplish this, the preparation, presentation,, and justification

would be removed from the comptroller office and assigned to the

program planning units of the three services., This program develop-

ment would be perfomed at the top level in much the same manner as

the present Program Objectives. The field commands could make pro-

posals but the aniual program budget would not re'quire their special

r or annual participation. Costing of the various programs-would be

based- up6n previous experience. This method would require reliance

upon statistical skil s rather than accounting. Mosher did not-

claim that this type of estimating would achieve great accuracy but

he-did feel i' would do as well as the then current methods (circa

152). Besis the degree of dollar accuracy is ,of secondary con-

sideration. yThe prima'y purpose of Moshers budget is to present

the propoSed. programs for the next fiscal year with their approx-

imate costs. The various review agencies and the Congress should

1be concerned with basic quetiofis such as; should this program be

undertaken? shouldU this- one be increased or decreased? After these
41 I cohsiderati~ns, they might viveW the adequacy of cost information

consieratons,27:
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but this is a secondary consideration. In addition to this cost-

ing of an annual program budget, M4osher also recommended'that each

" budget be accompained by projections of programs and approximates

of costs for-the two years following the budget year.

The Administrative.budget proposed by M"osher was a vehicle

for in~ernal planning and cotrol, Its size and content would

follow the approved program budget but it would utilize different

classifications. Preparation would be similar to the usual budget

formulation except that 'it would start one year later and thus be

based upon the more realistic assumptions of the President's budget.

It would be based upon firmer program objectives and a pretty reli-

able estimate ,of the funds to be available. This process bears

close resemblence to the present financial and funding plans that

are now in use since it would culminate in a- request to the-Bureau

of the Budget for apportionment of funds already approved under the

{I , program-budget. 'A

The conte4t of the administrative budget would be a detailed

statement of past,, current, and proposed work and the associated

costs. It woul be based upon a c6kplete and citical examination

of past perfom'ace and future plans. The structure or primary

classification f the administrative budget would not be the program

but rather' it would-be based upon organizational classification.

.Each. command wold -constitute an organic class in this budget.

SWhle 1bsher proposed that budget estimates be presented and

28
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N I
supported. in detail by each activity, he held that the allocation

and allotment of funds should be 'n a lump sum. The activity might

be giien. certain guidelines on how to spend the funds but the

Commanding Officer at each echelon- would have the authority to app]F

the funds in the most effective manner possible. He would thus have

-authority to transfer funds to other uses as required by the circum-

stahces. The Commanding Officer would have the responsibility for

these decisions -and would have to -be prepared to defend them. How-

ever, there would, be' no' question concerning his authority to make

such decisions.

To achieve more meaningful cost -data accounting, osher

£ stressed the elimination of the various fr.ee issue items through

their capitalization in stock fund. He also recommended that. the

pay of all military personnel except those 'assigned to tactical units

and those in full,time training 'be' charged to the activity using

"their services.
The g9neral conclusions and recommendations made by Mosher

were followed in 1955 by another general survey of budgeting made

by 'Professor Arthur Smithies for the Committee on ,Economic Development.4 2

Smithies' recommendations differ slightl,.fom those of Mosher but

12This: section is drawn from, Chapter CL of Smithies, T
Bud'getary Process' in the United States (New York: McGraw-Hill

Book Co., Inc.,1955'), pp. 257-277.
* .
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' they contain the same basic proposalfor two budgets, the program
bUdget and- the Administrative 'budget. The later is almost :a carbon

copy of the administration budget contained in oshers work. It

too would follow the present funding programs that determine the

t allocation of appropriations but it would be "improved and strength-

- ened". The administrative budget would be the device used by top
service management to conduct "an annual spring housei 3

i to reyiew.past, -current, and proposed operations. The accounting

structure would follow 'organizational lines with no relation to the

-program budget. A standard classification of functions would'be

used to categorize the various programs for budgetary and work plan-

Sning purposes. However, these Would not limit the activity commander

] - in the exercise of his authority over funds. alloted to him. "The

Conmaning:Officer at each echelon should have authority to apply

the funds in the most effective way possible and to transfer funds

as local Circumstances require. Only in this, way an. true command

responsibilitybe exercised'.'.14

As the prereuisite to the prograxA budget, Smithies suggested

that the: app val of the Program Objectives by the Joint Chiefs of

Staff and- the National Security Council should: only be given after

PIbid,, p. '264 -1
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after these objectives have been costed out. He maintained that , .

these two bodies must -be atare of the dollar consequences of their

decisions instead of waiting until each -service had priced out its

-i version of the Program Objectives. This change would- e:imi'ate much

of the friction that now arrises annually between the President and

the military over the costs of military programs. This costing at

the -time of JCS planning would also permit the budget time cycle to-

[ be reduced by ohe year. In format the Smithies' program budget Would-

distinguish costs by the types of forces, the costs- of supporting -!

these forces," the cost of force build-up, mobilization reserves, re-

search and development, and general administration. These programs

Would serve -as the basis for Eecutive and Congressional review and

would then result in the annual appropriations. The budget would' cover -
number of years -and contain estimates of appropriations, obligations,

and expenditiires .as well as the effects of expected price changes on,

these estimatds .in, Order to provide an indication of, quantity. The-

last propbsaJ might -be a trigle naieve from a political standpoint

since no admiistration Would ever a t to an "expected" price level

increase., A 'further analysis of Mr. Smithies' program budget is un-

necessary since the examples he gave -were limited to the Air Force and
they -bear sutficient resemblence to the Hitch Program-package to be

" considered- as :an antecedent.

-The-sbcond Hover Commission made some: notable contribution to

the field of defense budgeting but their report more or less deempha-

- sized ,the-term perforance budgeting. The fourth recommendation of

131
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-the ,Task Forc6 on Budget and Accounting made the following ,references

(It is reconmiended)That the executive budget continue to-be-
* based upon functions, activities, and projects adequately. supported

by information, on program. costs and accomplishment, and ~by -a review
of perfoimance by organizational units w;here-these do- not coincide
-with performance budget clAssiiticatiori.15

If perforance budgeting was the "theme song" -of the ,first

Hoover Com .missionl6, accured expenditures -accounting mdy-br regard-

- ed' as, the theme for- the second Commission. In reviewing the Commis- --

sionis-report on Business Organization, the terms accural accounting,

cost based -budgets, and acclured expphditures are freqjuently repeat-

ed.17 This report contains no reference', however,, to existing per- -

f foniiance budgets. It did state that the existing budget system was-

f"defective as presently practiced 'in that it does not adequately
reveal available resources or cot of 18

oUcs performance".--

In order to rectify this-defective btudgetary, system, the taskj

force, -)n -budget and accounting reco mendea, the elimination of ob- -

Iligation-type budgeting,-and the sube.itution in its place of an
Iaccureddce tue'ugt thsbdewol,-ebsdunte

value of -goods; and services esti~nated to-be received during the

fiscal year. o;Tng lead-time progratni such- as wYeapons systems and-

- major' construqtIdn.wduld be, procured by the.use of contract auth -

ority granted by-Congress. This means that Congress -Would review

- 1 8th C~~:k Force Report on-'Budget and Accounting, (House Doc,. 192, -

Ii -
1 62%osher, Qk. Ci. p. M8

17BUsiness Orgranizatilon of tle Department of Dfense, (June 1955).

I ~.,P. '76.
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i i 'these, programs' annually in-r terms of costs and accomplishments, both
future and past. The comtittee also recommended the reduction of

budget preparation to a maximum of one year and the simplicationlTof

. what it called overly-detailed justification -data.

t'The most recent and by far the most important proposal for

improving the military performance budget was made by Mr. C. J.

Hitch, the present Assistant Secretary of Defense (Financial Man-

agement).1 9 As the DOD Comptroll er, Mir. Hitch had been able to

implement his proposals' for program packages. The major contribution

that Hitch.-has made to the evolution of the program budget is to

place great emphasis on end-product missions that -cross the tradi-

tional service department lines. He placed the various components

of the three services into three broad programs; (l) deterrence or

fighting of all-out war; (2) deterrence or fighting of limited war;

and (3)1 research and develoment. When the program package was in-

{ troduced into the fiscal 193 budgetary process, this number was '

exanded to nie packages.

As defi#d byMr. Hitch, the program package in an inter-

related group 6f program elements that must be considered together

because they support each other or are close substitute for each

other. The"program element is an integratedactivity, a combination

19 See C. J. Hitch and' R. N. McKean, The Economics of Defense
in, the NuclearA-'M (Cambridge, Mass: The Colonial Press Inc., 1960).
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ot men, equipment, and installations,, Whose effectiveness can be

related to national security policy objectives.20 As examplds, of

elements, 1r. Hitch used wings of B-52 bombers, infantry :battalions

and combatant ships, taken together with all the .equipment, men,

installations, supplies, and support required to make them effective

militdrj' forces.

The first of the nine packages is termed the Central War_

Offensive Forces Program. This package is divided into a number of

general categories: aircraft forces; land. based missile forces; sea

based missile forces; command control, and communications systems;

and headquarters and command support. Sircraft forces consist of.

wings of B-52'1s (with air-to-surface missiies listed separately.),

wings of B-581s and B 47's,.the tankers, and the RS-B - 70. The

missile forces are Atlas, Titan, Minuteman, and Polaris,. The

communication links and the command and control systems required-

for the direction of the strategic forces are also included in this

package toge!1er, with the headquarters and- command support that is

required. Pakage two is the. Central War Defensive Forces and. is an

easly definable program. It consists of the Continental Air Defense

Command and the 4ivil Defense Program.

-The third program package is the General Purpose Forces, by

20Statement of Assistant Secretary of Defense C. J. Hitch
before' the subcommittee, on National Policy Ma4chinery. Of the Senate !
Committee on Government Operations, July,. 24, 1961.
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Ifar-the largest of the programs. These are the forces that can be

I used in either limited or general war. The package includes most,

of the regular combat units of the Army, all of the Navy cambatant

units eXcept polris submarines, all Marine Corps units, and the

I Tactical Air Command of the Air Force.

I The fourth, program package is composed of the sea and air

lift. I-t includes the troop carrier ,ings of the Air Force, the

k.ltar- Air TranspOrt, Service, and the Military Sea Transportation

fSe rvice. The Reserve -nd Nati6hal Guard Forces make-up the fifth

package The elements -are grouped by service and within each service

by, the -major mission- to which 'they contribute.

Package six includes all research and, development within the:

DefensepDepartment that. does not contribute directly to a program

felement. All space projects are grouped in this package. Service-

wide support is covered by the-Seventh program package. It contains

- :lactivitiethat are--not readily categorized into a mission,, force,

or weaponbs- stem.- Elements, in- this.,program include 'general tiraih'ing,

overhead for oOply'afd maintenance systems, medical support, and

headquarters ,Su' pport. The. eighth program, consists ofcissifie& pro-

jects and thehith funds the Office of the Secretary-of Defense.

Each'of theseprograms and program elements are costed by the

services in several ways, They are developed by fiscal year into

new. obligational authority and expenditures4,by, statuatory appropri-

ation-accounhts and bud4get titles, and finally by categories of cost.
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These categories distinguish between research and development, in-

vestment, and operating costs. 

Research and deVelopment costs include all costs ssociatedIWith developing a new capability to the point where it ip ready for
introduction into operational use. These Costs include equipment

required for the development program and- all related facilities,

supplies, and persoriel-related thereto.

Investment costs or capital expenditures are the one time

or initial outlays required after the development phase to introduce

a new system into operational use. This Would include initial train-

ing, Outfitting of spare parts, etc.,,

4Operating costs may be defined as the recurring costs required

to maintain and operate the activity year by year throughout its ex-

• -pected -life ih operational use.,

IiThe implementation of the program package in fiscail1963

followed the rec~hmmendation of all, previous budgetary reformers in i

reducing the time span for forlation to one year., The traditional
budgetary process Was divided into two phases. The programming phase

from June uhtil September and the budgetary phase from October through

[NoVember 1961. The programming phase differed from the proposals of

Smithies. in that the programs Were based upon general guidance con-

tained in the Basic -National Security Policy issued by tho -National

21sit 08 , P.R 'Ci . M5-958
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Security Council. It may be remembered, that Smithies prorposed that,

these major force objectives-be costed prior to approval so that the

Joint ,Chiefs and the Council, could recognize the financial implica-

tions of their policy objectives. The Hitch plan permits the services "

to de elop their programs without the imposition of arbitrary kinan-

ciai ceilings in the early stages of the budget cycle. The primary

{ purpose of the programming phase is to,,permit the Secretary of Defense

f to evaluate the alternative programs proposed by the service as they

f relate to achieving the national security objectives. This evaluation.

J is based upon cost and military worth comparisons of the various pro-

-grams not only in terms of annual requirements but, also ,oVer the en-

tire life span of the particular program.

At the present time, the program package plan utilizes the

"performance budget" appropriation structure as its vehicle for sub-

mission to the Congress. It also lacks the second part of the two

part budgetppposed by Smithies and Mosher. The use of an admini-

strative $udgl has not been proposed as yet.
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CHAPTER III

_PROGRAM Vs. PERFOMANC8, sOME. CONCLUSIONS,

The literature, that has been reviewed contained some signif- 2

icant proposals for budget -formulation. Each proposal was concerned,

with programs-and program functions that related to some form Of end

product. In this respect, they corresponded to the first Hoover

Committee's recommendation which called for a budget that revealed
"functionsi activities, and projects." None of theseproposals

could be ,termed a performance budget. This fact enables some con-

clusions to be drawn in this Chapter about the nature of program and

performance.

' THE NATURE OF. THE PROGRAM BUDGET'

The, terms progrqm and performance may not be used interchange-

ably. As a result of the review in the previous Chapter, the program

* budget has emerged .as a concept of def initive content while perfor-

i ance has become "m.ncreasingly Obscure. The program itself maY be de-

findd as acprojection of future operations which is achieved through

a combination of policy, planning, and cost comparison. The program

budget is merely a translation of these future operations. into dollars.

The framework: or structure of the program is determined by the require-f ments of the agency or person making the decision between related pro-

gramss. A -program budget is a tool "for review and decision at the

---
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highest level. It is designed for overall budgetary review but it-

I has little direct relation to performance.

Each proposal for a. prpgram budget has contained some refer-

ences to a system of controls that would -permit a performance

evaluation of achievements that have been obtained. Each author,

however, stated that a true administrative budget that woild report

performance wbuld necessarily have to be structured about the-or-

ganizational unit without regard function. The simple- solution

would be to match activity function to -program function, or more
!i simply., to match program functions to activity function. The func-.

tional budgets that were introduced in the early fifties did the

,' opposite.,opposithe so called performance budgets that implemented the Hoover -

I -recmmendations selected~functions that separated labor costs from

material c-sts at the Departmental level.. This dichotomy has sub-

I sequehtly iad it almost impossible to evaluate the cost of acttiv-

ities, mi'siorgs, and productS, functional commands or geographic

areas. This unctional, budget was aptly. described by Mr. Hitch as

"collections of objects used in ,a variety of tasks. Oddly enough,

the appiopriation titles are- pro"erly deS6ibed as -programs, and it

is a functional budget. The trouble stems from the loose interpret-

ation that was placed on the terms functions, activities, and prq-

jedts.. This also applies to the answer that was 'made to the question

- -- Hitch, and McKean, Q!. it., p. 53.
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of what is done -with defense money.

I The end product programs of -Mr. Hitch come the closet to.

Sdescribing what is done with defense money. The, program elements

I - also come closer to being activity *oriented than any of the other

proposals. Most Of the Organization within the program elements

contribute to but one program. Funds appropriated to these programs

I Would permit the use of but one allotment at most defense activities.

While it would probably be impractical to place all defense organi-
* I

tions in :an exact program, the end product-appropriation would' be

a vast improvement over the present type of functionalclassification.

-THE NATURE OF PERFORMAiCE BUDGETING.

The performance budget has become an enigma. The term itself

contains an internal contradiction. By definition, performance
refers 'to the; execution of a function; the accomplishment of some

adtion. Budget, on the other hand, denotes a plan for future

finania opations. It therefore becomes difficult it not im-

possible to lan for something that has already been accomplished.,

The term perfoimance should not have been applied to 'budgeting.

The concept that was expressed by the Hoover Commis ion was that of

a program ,budget. 7hat was desired was a program budget that.. could

be admiistered on an hactivity basis in order to permit.performance

evdiuatioh, Had this concept been explicitly ,stated when functional

budgets were introduced, the present appropriation structuro might

40
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bear a closer resemblence to the program proposals reviewed in this

I studyi, The use of the word performance by the first Hoover Commission

-sentpeopld in may different directions in attempt to achieve ends,

that lacked definition. Burkhead .perceived this. when he held that

performance could 6ly be-based on the past.2

THE IMASUMENT OF PERFDMANCE'

A nhumber 1fcniin utb fulfilled in order to evaluate

performance. Aslaentiofied before, the activity must conform or ,be

Organized in Such-manner as ,to contribute to ,but-one program. SecOnd.-

lY it must bepossible to measure full costs. This later objective

may only be-obtained through. the use of accural'accounting and costs

ba~sd.budgets. :A cost based, or cost data budget, is defined as one

whichgives recognition to the costs of programs in terms of 'goods and,

servicesactually consumed'. Using, cost data 'makes it possible to re-

view the bala4n'e of goods and services on hand that have been obtained

'With, prior- app opriations-. and determine the extent to which they- wnill

consumed d4fing the budget period. This type of budgeting permits

the meas'uremei, of the 'flow of costs as ,they are actually uonsumed by

the perfor g ac'a vity. Theadvantage of the cost based :budget is

Shat management, can review otal resources when .preparing activity

-budgets. Accura! accounting is' the tool which makes this,

Brkhead0 D 9jt., p. 139.'
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I - - - measurement, possible., t gives,recognition to- receipt of goods and

services. and the consumption or use -of assets, as Well as keeping an-

I account of assets and liabilities.

{THE LfITS OF PERFORMIANCE EVALUATION

It is possible to construct an accounting system to reportI " the. achievement of Program objectives. This accounting system would

be based upon the organizational units that contributed to the pro-

gram. This performance unit or classification would relate things

*bbught for defense to the mission of the activity for which bought.

It would provide, the link .between things bought and things done or,

accomplished. For example, ,all items involved in the operation-of

a Polaris submarine would .be.,chargeable to that particular element

in the Hitch. program'. In doing this, the performance unit being-

measured is the Polaris program in its relation to other programV I . elements of like mission. Charging objects bought to an end pro-

I duct does fiot,.meah that the performance of, the end product is being

measured. AW tandard of performance has -not been set by establishing

a perfrmancclas ition,.

Considered on its own, performance Classification does not

produce, better programs- at, lower costs. It does permit review and

-comprison-2Of alternate programs by top management. However, the

- measurement of performance for a particular program element or

activity within an element is beyond the scope of budgeting and

-- -42
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rgement. The aperfrmance Ofa unit cwith a milita-
b ission,,cannot be best measured in, terms', of doll ars. 1,4hat is "

medasurable, is the amount of defense that'has been procured-with, it

particular ptogram; Mos~t of the confusion with regard to- perfor-

miance has been, in this area. Perf 6rmance has -been construed to-:,

mean activity accomplishment in the industrial or commercial sense.

Higher production rates, lower overhead, greater profit, are the,

common indicators that are considered when one- thinks of performance

They do not exist in the military except in a few quasi-commei'cial

type activities. When the term performance is applied to military,

spending,, it-can only refer, to achieving the: program objectives that

were stipulated in the -original budget at a cost ,equal, to or less-

than; that anticipated.,

The difficulties inherent in performance evaluation of a

military unit can be demonstrated by examining its application to

a fleetship a destroyer,, for example. Assume that this ship were

given all o±':the accounting devices and tools associated with per-

formance reporting., Its inventories-would be capitalized and it

would use accrual 'accounting. It- should be possible to measure the.

performance of this destroyer by equating the amount ofmoney expend-

:ed to the degree, within which, this ship met the object of its pro-

gram mission., Unfortunately, neither side of this equation is

subject to financial measurement.

The amount af funds expended by a fleet ship is subject to

'43.
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many variables. Perhaps the most important of these being the

maintenance policy of the sh-p 'and- the maintenance capability ,of

the ship's crew. A ship that performs extensive maintenance may "

expend twice the funds of a sister ship that performs little or no

maintenance. The effect of this policy might become appareint in

the ship's ability to meet operational comnitments but this is

subject to chance. Lack of maintenace "might also become apparent

during ship overhaul but it would take a superior being. to. wade

through a ship's repair list to sort out those costs that were due

solely to, poor maintenance. Other factcsthat effect a ship!s ex-

Penditure. level include its area of operation, type of operation,

and type -of equipment installed-,on -board. Cold Weather operations

14
usually result in higher costs. A ship deployed will use electrohidi

equipment for- a greater number of hours. than a ship operating in

U.S. waters and:conSequently replace more tubes and parts. The tpe-

of, magnetron. tube util ized. by & hip' s. radar can have a significant

effect oi total expenditu'res.. The price of these tubes range from

1$6700to $91. It is therefore extremely difficult to measure the

.expense. side, of the equation, in evaluating a Ship's performance.

The performance side of the equation is even more .difficult

to evaluate. The closet thing to performance evaluation now in use

is the 5hip's competitiv standing in fleet exercises. This meas-

urement imight be used buw its 'dqacy is-most questionable. These

:have been but, a few of the -reaozis for the.-difficulty that would be
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dflcountered in evaluating th military perford~nce- of a defense unit

of thie other, servi-as. In the 'last analysis, mkiJitary _performance

is an abstract and; unkn6own quantity, until Uhe shooting, stors

'Iand: military iso performance. "While it is difficult, to usie- dollars

to measure the, manner iW hich a. u performs its military -mission,.

these same dollars-are the-1main basis, for -measuring progrc~4-am r jn

j ance. Program performance1 may be-defined as the- measuremenht of in-,f

} ividual ati.vity and aggregate costs incurred in, establishing and

]-maintani=-g- 4, articular defense prga orpogram -e2ement. Program.

]Performhanc-doe& not peri the evaluadtiq of~ the 4Litaxry worth, or

military readiness of the. performingunits. its function is. to prom.

Vide defens manaement' ivith reports -of actual costs incurred in the

ai=o#lishm~n of a priogram. It, follows frora this' that program
performance Pan- not-be -used, as the basis for, the conhstrucdtion, of

activity bti4ets. This is because the performing imit is merely-

spening he mount 'of money origihaU~v projected'in ,the program

-bde- There is no performance rqieent to simiulate. econonm

13,n 'operaion other-,than a. budgetary. ceilig, The, lack, of' performa~nde

indicators 'inheren in defense activitiei therefore' jrequii'es- exteri-

,sive usc6 of- amiietrative budgets to control expenditures. This

S tyTe, of bud ~i mst be ,b~ed. upon historical costs
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-and- co'mparsions between- similar activities. 'It cannot, be -baseduponi

- actiVity ;perfoniiance. U4

disincionhas beenmd between program and pef anc

budgeting he' use of 'the word, peirfon21ance by the. first Hoover

- ommission appears to have caused the subsequ nt difficulties in

-esabishng"perfrmance budgets" within the De noDepatmient.

Iimpleziientiniga budget that revealed what go.v~rnment does with,

its mPoney, the -Defense'Department selectid'functions that were i

consoniance. 4th previous atpropiriations titles and'-more-or less

'cprresponded. ito departmnental orgzAnizatioqns. The revised budgetary T

structure copsisted ,of programs, that made it imposs ible to determine

:activity c0s4 This condition still exists in -the present appro-

priation 'structure. A true functional budget thit.,.depicts .the cost

of def ense activities must reveal what is achieVed. The functions

intermediate, products. They do not reveal the kind of'defense that

is being. bought,., 'The -end product approach that, was proposed by

M4osher , Smithies, and finally Hitch, solves this ,problem. These

* fuhctiohal,-budgets are based upon militarypoas and may be- terme'd

prograii budgets.

j 'erform-e budgets' never existed -as such., Ther

budgts-,that permitted the measurement of, performance but-these are
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mre, properly described as cost,-bas ed 'budgets. They -are- dependeqnt

upon a-proqduct that has-measurzeble output. ht s they,,cant only

'be u'ed when, it is psilto measure activity output in somne con-

completely related. to- the, amnount budgeted. It hasben shown, that

this type of bu~dget will not mneastire the performance. of a Def ense

Activity. How4ever it was. shown -that the program -coiitributiontof a;

d~kense- activity could be measured. This measureinant wais termed,

program 'performance,- a type of ,performance which informis -top man-

agement of' the-atual prograia costs foi -defense. 'While this is, a

'very linited form of. performance,, it is the only real financial

iueasiiremeit available.

%C
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